The relationship between expenditure in social protection -understood as expenditure in sickness and disability, old age, survivors, family and children, unemployment, housing, social exclusion, and other related types of expenditure -and economic growth has attracted considerable attention. Although the direction of this relationship is far from settled (see Nijkamp and Poot 2004) , a relative majority of the economic analyses on this topic tend to indicate that social protection expenditure is bad for growth (Gwartney et al. 1998 , Arjona et al. 2003 . Social protection expenditure may trigger a trade off between equity and efficiency and contribute to an overall loss of economic, innovative, and entrepreneurial capacity. These views are in stark contrast with the work of sociologists and political scientists (Korpi 1985 , Castles 2005 , who have tended to highlight that greater social protection expenditure not only generates more equal and cohesive societies, but also greater economic growth. A number of economists have also become increasingly convinced by this stance (Herce et al. 2000 (Herce et al. , 2001 .
Virtually all of these analyses, however, tend to consider levels of national social protection expenditure, overlooking the fact that across a large number of countries over the world social protection is increasingly decentralized (see Obinger et al. 2005 for an exception). In federal states, such as Australia, Belgium, Canada, Germany, or the US, as well as in more centralized or recently decentralized states, such as Bosnia, Norway, Romania, Sweden, or the UK, subnational governments are responsible for a substantial and growing share of social protection expenditure (Hooghe et al. 2008) . This decentralization of social expenditure is likely to have an impact on the relationship between public expenditure and growth. According to public finance considerations, fiscal decentralization may help increase the degree of efficiency in the allocation of resources, as it is often posited that subnational governments have an information advantage over central governments when it comes to responding to the needs and working papers series preferences of local citizens. These efficiency gains will be further enhanced by the mobility of the population. Indeed, such a scenario would encourage the various regions to compete with one another by attracting possible migrants, making more efficient use of their resources and promoting economic development and growth (Tiebout 1956 , Oates 1972 . By contrast, subnational governments -and especially those of poorer and more remote regions or localities -may often lack the scale, resources, and even the capacity to implement policies as effectively as the central government (Rodríguez-Pose and Gill 2004) This article aims to address this gap in the literature, by investigating the relationship between the degree of decentralization of social protection expenditure and economic growth using panel data techniques. During the last few years several papers have explored the effect of fiscal decentralization on economic performance with total expenditure data (Davoodi and Zou 1998 , Thie!en 2003 , Rodríguez-Pose and Bwire 2004 , Iimi 2005 . Nevertheless, as far as we are aware, no study has examined so far the role played by social protection expenditure in increasingly fiscally decentralized contexts.
EMPIRICAL ANALYSIS

The model
Our sample covers twenty OECD countries over the period 1990-2005 1 . The list of countries and the time frame considered in this article are decisively conditioned by the availability of internationally comparable data on the decentralization of social protection expenditure, a factor which should be taken into account when interpreting our results.
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Following the standard approach in the literature, a country's growth rate is assumed to converge to a long-run path that is a function of different explanatory variables (Durlauf and Quah 1999) . In particular, when the initial level of income is included in the list of regressors, the remaining variables determine in the final instance the steadystate level of income (Barro and Sala-i-Martin 1992) . Conditional convergence then refers to convergence to the steady-state income level after controlling for initial conditions.
Taking this into account, we consider in our empirical analysis different variations of the following reduced-form growth model:
( 1) where g is the average growth of real GDP per capita in country c, measured over fiveyear periods, Y is the initial level of GDP per capita, DSPE is the subnational share in total government expenditure on social protection, SPE is the overall level of social protection expenditure, expressed as a share of GDP, DTE is the subnational share in total government aggregate expenditure, and X is a vector of variables that control for other factors that are assumed to influence growth. The expenditure categories used in this article under social protection follow the IMF classification and include expenditure in sickness and disability, old age, survivors, family and children, unemployment, housing, social exclusion, and other related types of expenditure. In turn, are unobservable country-specific effects and are time-specific effects common to all countries. Finally, is the corresponding disturbance term. Our main concern has to do with the coefficient of the variable capturing the degree of decentralization of social protection expenditure in the sample countries (DSPE). This variable is not expected to working papers series affect year-on-year fluctuations in growth. For this reason, we work with growth rates averaged over five year periods, in order to minimize year-on-year volatility.
Model (1) includes in the list of regressors the level of social protection expenditure in the sample countries (Herce et al. 2000 (Herce et al. , 2001 . This is particularly relevant in this context, as changes in the level of decentralization of social protection may -or may not -be associated with an increase -or a reduction -in the overall level of expenditure. Finally, the base-model vector X includes a series of variables identified in the literature as potential determinants of economic growth (Mankiw et al, 1992 , Sala-iMartin et al, 2004 . The variables considered under vector X include the investment level, the stock of human capital, the population growth rate, and the degree of trade openness. Table 1 provides further details about the definitions of these variables and the data sources used in each case.
INSERT Wooldridge (2002) . In view of the results, we have considered the existence of a first-order autocorrelation (AR(1)) process within each country and that the coefficient of AR (1) process is common to all panels. Table 2 reports the results obtained when different versions of model (1) are estimated.
Results
As can be observed, the model explains a substantial proportion of the variation in economic growth rates across the sample countries in all the regressions conducted. The coefficient of the initial GDP per capita is negative and statistically significant in the different specifications considered, suggesting the existence of a process of conditional convergence across the sample countries (Barro 1991, Barro and Sala-i-Martin 1992) .
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INSERT TABLE 2 AROUND HERE Turning now to our main focus of interest, we observe that the coefficient of the degree of decentralization of social protection expenditure is in all cases positive and statistically significant. This implies that the subnational share of total government expenditure on social protection appears to contribute to promote economic growth in the sample countries, highlighting the relevance of devolution processes in this context 4 .
This finding is robust to the inclusion of additional variables in the analysis, implying that DSPE does not capture the effect on the dependent variable of other potential determinants of economic growth. Although our analysis does not uncover the specific channels through which the degree of decentralization of expenditure on social protection affects economic growth, the literature on fiscal federalism provides a possible theoretical explanation to justify the observed correlation between DSPE and economic performance. In particular, the 'diversification hypothesis' (or 'decentralization theorem') maintains that uniform levels of public goods and services across jurisdictions will generally be inefficient (Oates 1972) . This suggests that the decentralization of social protection expenditure may contribute to a more efficient allocation of public resources, as it gives governments a better insight into the true preferences of citizens. This, in turn, would allow for a more adequate tailoring of public policies to the preferences of local communities (Thie!en 2003, Rodríguez-Pose and Gill
2005).
Another interesting finding of the analysis is that the inclusion of the total national social protection expenditure variable reinforces the coefficient of decentralized social protection expenditure (Table 2) . The greater the level of public expenditure on social working papers series protection, the greater the returns of social protection expenditure by subnational governments. In any event, our estimates show a positive link between the overall level of social protection expenditure and economic growth, which is consistent with the empirical evidence provided by Herce et al. (2000) for several EU countries. The comparison of the magnitudes of the corresponding coefficients indicates that the level of social protection expenditure exerts a greater impact on economic growth than its degree of decentralization, which should be taken into account when drawing any policy implication from our results.
Our estimates also reveal the presence of an inverted U-shaped link between the degree of decentralization of total expenditure (DTE) and economic growth. This implies that the relationship between DTE and economic growth is positive when the level of decentralization of total expenditure increases from relatively low levels, but -in accordance with the work of Thie!en (2003) for a sample of OECD countries -beyond a certain threshold any increase in the level of decentralization of public expenditure has a negative impact on economic performance.
Finally, the remaining control variables included in vector X are not in general statistically significant. This is not particularly surprising taking into account the composition of our sample and the reduced time period considered. The only exception is the degree of trade openness, which is positively correlated with the dependent variable. This means that those countries where international trade is relatively important tend on the whole to register higher growth rates (Frankel and Romer 1999) .
A potential concern regarding our statistical analysis is the possible existence of multicollinearity. Table 3 presents the correlation matrix between the various explanatory variables used in the analysis. As expected, Table 3 shows a relatively high level of correlation between the degree of decentralization of total expenditure (DTE) working papers series and the level of decentralization of social protection expenditure (DSPE). In order to address this potential problem, we have estimated different versions of model (1) dropping DTE from the list of regressors. The removal of this variable from the model does not affect our main finding, as the degree of decentralization of social protection expenditure retains its positive and statistically significant correlation with the dependent variable ( Table 2 ). In order to confirm that this result is not affected by the presence of multicollinearity, we have also regressed DSPE on the remaining explanatory variables.
The resulting variance inflation factor (VIF) of 1.87 discards the presence of multicollinearity, according to the criteria of Chatterjee and Price (1991) (VIF = 1.87).
INSERT TABLE 3 AROUND HERE
It is worth gauging the extent to which our findings depend on the sample selection and on the inclusion or exclusion of specific countries. It may be the case that the positive correlation detected between the degree of decentralization of social protection expenditure and economic growth is driven by a particular country. If this hypothesis holds, eliminating that country from the sample would make the coefficient of the level of decentralization non-significant. In order to test whether this is the case, we carry out different estimations of model (1), excluding each of the sample countries considered in turn. The results of this analysis reveal that the coefficient of the subnational share in total government expenditure on social protection continues to be positive and statistically significant in all cases.
As an additional robustness check, we repeat our estimates using heteroskedasticity and autocorrelation consistent standard errors (Newey and West 1987) , as an alternative working papers series to PCSE. The estimation results using this method do not differ substantially from those presented in Table 2 . Most importantly, in both cases there is a positive and statistically significant correlation between the degree of decentralization of social protection expenditure and economic growth 5 .
CONCLUSIONS
In this article we have examined the link between the degree of decentralization of social protection expenditure and economic performance, using panel data for twenty OECD countries over the period [1990] [1991] [1992] [1993] [1994] [1995] [1996] [1997] [1998] [1999] [2000] [2001] [2002] [2003] [2004] [2005] . Although the limited time frame and the nature of the study imply that any conclusion should be treated with caution, our analysis indicates that the subnational share in total government expenditure on social protection is positively correlated with economic growth in the countries included in the sample, which is consistent with those theoretical arguments that stress the efficiency gains derived from decentralization processes.
This finding is robust to the inclusion in the analysis of additional explanatory variables, such as the initial GDP per capita, the level of social protection expenditure, the degree of decentralization of total expenditure, the investment share, the stock of human capital, the population growth, and the level of trade openness. Likewise, our estimates reveal that the positive impact of the degree of decentralization of social protection expenditure is not driven by any specific country and is not affected by the estimation method, which reinforces the robustness of our results.
Our contribution has unearthed the interesting and until now overlooked positive impact of the decentralization of social protection expenditure on economic development in a subsample of relatively rich countries. However, it also raises a number of issues that will require further research. Some relate directly to the enlargement of the number working papers series of countries considered in the sample. Do our results apply to countries outside the OECD, in general, and to developing countries, in particular? Lack of adequate data has prevented us from pursuing this route, but as soon as databases improve, addressing this issue may provide a more complete picture about the complex relationship between decentralization and economic development. It may be the case that the decentralization of social protection expenditure may operate in a similar way in the developing world as in the OECD. However, it can also be envisaged that, as a consequence of the very different conditions and of the different levels of social protection, the decentralization of social protection expenditure may be detrimental for economic development. Future research will also have to pay particular attention to the need to identify and analyse the various theoretical mechanisms which explain the influence of the degree of decentralization of social protection expenditure on economic performance. Only by pursuing these strands we will be able to attain a complete understanding about how different types of decentralized expenditures may influence economic outcomes in different contexts across the world.
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